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against ownership by bank holding 
companies of nonbanking assets. 

(b) It was asked whether it makes 
any difference that the shares of Y 
Company are not owned directly by X 
Corporation but instead are owned 
through Subsidiaries A and B. X Cor-
poration owns all the voting shares of 
Subsidiary A, which owns one-half of 
the voting shares of Subsidiary B. Sub-
sidiaries A and B each own one-third of 
the voting shares of Y Company. 

(c) Section 4(c)(5) is divided into two 
parts. The first part exempts the own-
ership of securities of nonbanking com-
panies when the securities do not in-
clude more than 5 percent of the voting 
securities of the nonbanking company 
and do not have a value greater than 5 
percent of the value of the total assets 
of the bank holding company. The sec-
ond part exempts the ownership of se-
curities of an investment company 
which is not a bank holding company 
and is not engaged in any business 
other than investing in securities, pro-
vided the securities held by the invest-
ment company meet the 5 percent tests 
mentioned above. 

(d) In § 225.101, the Board expressed 
the opinion that the first exemption in 
section 4(c)(5):

* * * is as applicable to such shares when 
held by a banking subsidiary of a bank hold-
ing company as when held directly by the 
bank holding company itself. While the ex-
emption specifically refers only to shares 
held or acquired by the bank holding com-
pany, the prohibition of the Act against re-
tention of nonbanking interests applies to 
indirect as well as direct ownership of shares 
of a nonbanking company, and, in the ab-
sence of a clear mandate to the contrary, 
any exception to this prohibition should be 
given equal breadth with the prohibition. 
Any other interpretation would lead to un-
warranted results.

(e) The Board is of the view that the 
principles stated in that opinion are 
also applicable to the second exemp-
tion in section 4(c)(5), and that they 
apply whether or not the subsidiary 
owning the shares is a banking sub-
sidiary. Accordingly, on the basis of 
the facts presented, the Board is of the 
opinion that the second exemption in 
section 4(c)(5) applies to the indirect 
ownership by X Corporation of shares 

of Y Company through Subsidiaries A 
and B. 

[22 FR 2533, Apr. 13, 1957. Redesignated at 36 
FR 21666, Nov. 12, 1971]

§ 225.103 Bank holding company ac-
quiring stock by dividends, stock 
splits or exercise of rights. 

(a) The Board of Governors has been 
asked whether a bank holding company 
may receive bank stock dividends or 
participate in bank stock splits with-
out the Board’s prior approval, and 
whether such a company may exercise, 
without the Board’s prior approval, 
rights to subscribe to new stock issued 
by banks in which the holding com-
pany already owns stock. 

(b) Neither a stock dividend nor a 
stock split results in any change in a 
stockholder’s proportional interest in 
the issuing company or any increase in 
the assets of that company. Such a 
transaction would have no effect upon 
the extent of a holding company’s con-
trol of the bank involved; and none of 
the five factors required by the Bank 
Holding Company Act to be considered 
by the Board in approving a stock ac-
quisition would seem to have any ap-
plication. In view of the objectives and 
purposes of the act, the word ‘‘acquire’’ 
would not seem reasonably to include 
transactions of this kind. 

(c) On the other hand, the exercise by 
a bank holding company of the right to 
subscribe to an issue of additional 
stock of a bank could result in an in-
crease in the holding company’s pro-
portional interest in the bank. The 
holding company would voluntarily 
pay additional funds for the extra 
shares and would ‘‘acquire’’ the addi-
tional stock even under a narrow 
meaning of that term. Moreover, the 
exercise of such rights would cause the 
assets of the issuing company to be in-
creased and in a sense, therefore, the 
‘‘size or extent’’ of the bank holding 
company system would be expanded. 

(d) In the circumstances, it is the 
Board’s opinion that receipt of bank 
stock by means of a stock dividend or 
stock split, assuming no change in the 
class of stock, does not require the 
Board’s prior approval under the act, 
but that purchase of bank stock by a 
bank holding company through the ex-
ercise of rights does require the 
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Board’s prior approval, unless one of 
the exceptions set forth in section 3(a) 
is applicable. 

[22 FR 7461, Sept. 19, 1957. Redesignated at 36 
FR 21666, Nov. 12, 1971]

§ 225.104 ‘‘Services’’ under section 
4(c)(1) of Bank Holding Company 
Act. 

(a) Section 4(c)(1) of the Bank Hold-
ing Company Act, among other things, 
exempts from the nonbanking divest-
ment requirements of section 4(a) of 
the Act shares of a company engaged 
‘‘solely in the business of furnishing 
services to or performing services for’’ 
its bank holding company or subsidiary 
banks thereof. 

(b) The Board of Governors has had 
occasion to express opinions as to 
whether this section of law applies to 
the following two sets of facts: 

(1) In the first case, Corporation X, a 
nonbanking subsidiary of a bank hold-
ing company (Holding Company A), 
was engaged in the business of pur-
chasing installment paper suitable for 
investment by banking subsidiaries of 
Holding Company A. All installment 
paper purchased by Corporation X was 
sold by it to a bank which is a sub-
sidiary of Holding Company A, without 
recourse, at a price equal to the cost of 
the installment paper to Corporation 
X, and with compensation to the latter 
based on the earnings from such paper 
remaining after certain reserves, ex-
penses and charges. The subsidiary 
bank sold participations in such in-
stallment paper to the other affiliated 
banks of Holding Company A which de-
sired to participate. Purchases by Cor-
poration X consisted mainly of paper 
insured under Title I of the National 
Housing Act and, in addition, Corpora-
tion X purchased time payment con-
tracts covering sales of appliances by 
dealers under contractual arrange-
ments with utilities, as well as paper 
covering home improvements which 
was not insured. Pursuant to certain 
service agreements, Corporation X 
made all collections, enforced guaran-
ties, filed claims under Title I insur-
ance and performed other services for 
the affiliated banks. Also Corporation 
X rendered to banking subsidiaries of 
Holding Company A various account-
ing, statistical and advisory services 

such as payroll, life insurance and 
budget loan installment account. 

(2) In the second case, Corporation Y, 
a nonbanking subsidiary of a bank 
holding company (Holding Company B, 
which was also a bank), solicited busi-
ness on behalf of Holding Company B 
from dealers, throughout several ad-
joining or contiguous States, who made 
time sales and desired to convert their 
time sales paper into cash; but Cor-
poration Y made no loans or purchases 
of sales contracts and did not discount 
or advance money for time sales obli-
gations. Corporation Y investigated 
credit standings of purchasers obli-
gated on time sale contracts to be ac-
quired by Holding Company B, Cor-
poration Y received from dealers the 
papers offered by them and inspected 
such papers to see that they were in 
order, and transmitted to Holding 
Company B for its determination to 
purchase, including, in some cases, 
issuance of drafts in favor of dealers in 
order to facilitate their prompt receipt 
of payment for installment paper pur-
chased by Holding Company B. Cor-
poration Y made collections of delin-
quent paper or delinquent install-
ments, which sometimes involved re-
possession and resale of the automobile 
or other property which secured the 
paper. Also, upon request of purchasers 
obligated on paper held by Holding 
Company B, Corporation Y transmitted 
installment payments to Holding Com-
pany B. Holding Company B reim-
bursed Corporation Y for its actual 
costs and expenses in performing the 
services mentioned above, including 
the salaries and wages of all Corpora-
tion Y officers and employees. 

(c) While the term ‘‘services’’ is 
sometimes used in a broad and general 
sense, the legislative history of the 
Bank Holding Company Act indicates 
that in section 4(c)(1) the word was 
meant to be somewhat more limited in 
its application. An early version of the 
bill specifically exempted companies 
engaged in serving the bank holding 
company and its subsidiary banks in 
‘‘auditing, appraising, investment 
counseling’’. The statute as finally en-
acted does not expressly mention any 
specific type of servicing activity for 
exemption. In recommending the 

VerDate jul<14>2003 00:10 Jan 18, 2004 Jkt 203036 PO 00000 Frm 00150 Fmt 8010 Sfmt 8010 Y:\SGML\203036T.XXX 203036T


